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Summary 

The Earned Income Tax Credit (EITC) is a refundable tax credit available to eligible workers 
earning relatively low wages. Because the credit is refundable, an EITC recipient need not owe 
taxes to receive the benefit. Eligibility for and the amount of the EITC are based on a variety of 
factors, including residence and taxpayer ID requirements, the presence of qualifying children, 
age requirements for childless recipients, and the recipient’s investment income and earned 
income. Tax filers with income above certain thresholds — these thresholds are based on marital 
status and number of qualifying children — are ineligible for the credit. 

The EITC varies based on a recipient’s earnings. Specifically, the EITC equals a fixed percentage 
(the “credit rate”) of earned income until the credit amount reaches its maximum level. The EITC 
then remains at its maximum level over a subsequent range of earned income, between the 
“earned income amount” and the “phase-out amount threshold.” Finally, the credit gradually 
decreases to zero at a fixed rate (the “phase-out rate”) for each additional dollar of adjusted gross 
income (AGI) (or earnings, whichever is greater) above the phase-out amount threshold. The 
specific values of these EITC parameters (e.g., credit rate, earned income amount) vary 
depending on several factors, including the number of qualifying children a tax filer has and his 
or her marital status. For 2014, the maximum EITC for a tax filer without children is $496 per 
year. In contrast, the 2014 maximum EITC for a tax filer with one child is $3,305 per year; for 
two children, $5,460 per year; and for three or more children, $6,143 per year. 

The EITC is provided to individuals and families once a year, in a lump sum payment after 
individuals and families file their federal income tax return. The credit may be received in one of 
three ways: (1) a reduction in federal tax liability; (2) a refund from the Treasury if the tax filer 
has no income tax liability; or (3) a combination of a reduced federal tax liability and a refund. 
The amount of the credit a tax filer receives is based on the prior year’s income, earnings, and 
family composition (marital status and number of qualifying children). That is, the EITC paid in 
2015 will be based on factors from 2014. 

The EITC cannot be counted as income in determining eligibility for or the amount of any 
federally funded public benefit program. An EITC refund that is saved by a tax filer does not 
count against the resource limits of any federally funded public benefit program for 12 
months after the refund is received. 

In 2012, a total of $64.1 billion was claimed by 27.8 million tax filers (19% of all tax filers), 
making the EITC the largest need-tested anti-poverty cash assistance program. In that year, 97% 
of all EITC dollars were claimed by families with children. However, there was considerable 
variation in the share of returns claiming the EITC by state, with a greater share filed in certain 
southern states compared to other regions of the country. 
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Introduction 

The Earned Income Tax Credit (EITC) is a refundable tax credit available to eligible workers with 
relatively low earnings. Because the credit is refundable, an EITC recipient need not owe taxes to 
receive the benefit. The credit is authorized by Section 32 of the Internal Revenue Code (IRC) 
and administered as part of the federal income tax system. In 2012, a total of $64.1 billion was 
claimed by 27.8 million tax filers, making the EITC the largest need-tested anti-poverty cash 
assistance program. 

Under current law, the EITC is calculated based on a recipient’s earned income, using one of 
eight different formulas, which vary depending on several factors, including the number of 
qualifying children a tax filer has (zero, one, two, or three or more) and his or her marital status 
(unmarried or married). All else being equal, the amount of the credit tends to increase with the 
number of eligible children the EITC claimant has. Indeed, most of the benefits of the EITC — 
97% of EITC dollars in 2012 — go to families with children. 

This report provides an overview of the EITC, first discussing eligibility requirements for the 
credit, followed by how the credit is computed and paid. The report then provides data on the 
growth of the EITC since it was first enacted in 1975. Finally the report concludes with data on 
the EITC claimed on 2012 tax returns, examining EITC claims by number of qualifying children, 
income level, tax filing status, and location of residence. For a discussion of legislation 
introduced in the 1 13 th Congress to change the EITC, see CRS Report R43763, The Earned 
Income Tax Credit (EITC): Legislation in the 113 th Congress , by Margot L. Crandall-Hollick. 



Eligibility for the EITC 

A tax filer must fulfill the following requirements to claim the EITC: 

1 . The tax filer must file a federal income tax return. 1 

2. The tax filer must have earned income. 

3. The tax filer must meet certain residency and identification requirements. 

4. The tax filer’s children must meet relationship, residency, and age requirements 
to be considered qualifying children for the credit. 

5. Childless workers who claim the credit must be between ages 25 and 64. (This 
age requirement does not apply to EITC claimants with qualifying children.) 

6. The tax filer’s investment income must be below a certain amount. 

7. The tax filer must not be disallowed the credit due to prior fraud or reckless 
disregard of the rules when they previously claimed the EITC. 

Additionally, a tax filer with income above a certain dollar amount (labelled as “income where 
credit=0” in Table 1) will be ineligible for the credit. Given that this income level is dependent on 



1 A tax filer who is claimed as a dependent on another person’s tax return is ineligible for the EITC. 
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the number of qualifying children and marital status of the tax filer, this requirement is discussed 
in greater detail in the section of the report entitled “Calculating the EITC.” 

Requirements (1) through (7) are discussed in detail below. 



Filing a Federal Income Tax Return 

To be eligible for the EITC, a person must file a federal income tax return. Those who do not file 
a federal income tax return cannot receive the EITC. 

The EITC can be claimed by taxpayers filing their tax return as married filing jointly, head of 
household, or single. 2 Tax filers cannot claim the EITC if they use the filing status of married 
filing separately. If the tax filer has a qualifying child, the tax filer must include the child’s name 
and Social Security number on a separate schedule (Schedule EIC) filed with the federal tax 
return. 3 



Earned Income 

A tax filer must have earned income to claim the EITC. Earned income for the EITC is defined as 
wages, tips, and other compensation included in gross income. It also includes net self- 
employment income (self-employment income after deduction of one -half of Social Security 
payroll taxes paid by a self-employed individual). 

In addition, servicemembers may elect to include combat pay in their earnings when calculating 
the EITC. All income earned by a member of the Armed Forces while in a designated combat 
zone is considered combat pay and is normally not included in taxable income. However, a tax 
filer may elect to include combat pay as earnings for the purpose of calculating the EITC. 4 
Generally, servicemembers will make this election if it results in a larger credit. (Using combat 
pay to calculate the EITC does not make the combat pay taxable income.) 

Certain forms of income are not considered earnings for the purpose of the EITC. These include 
pension and annuity income, income of nonresident aliens not from a U.S. business, income 
earned while incarcerated for work in a prison, and TANF benefits paid in exchange for 
participation in work experience or community service activities. 

Finally, tax filers who claim the foreign earned income exclusion (i.e., they file Form 2555 or 
Form 2555EZ with their federal income tax return) are ineligible to claim the EITC. 5 



2 There is an additional filing status that may claim the EITC — “qualifying widow(er) with dependent child.” 
Generally, tax filers may file their tax return as married filing jointly in the year their spouse died. A tax filer may be 
eligible to use qualifying widow(er) with dependent child as his or her filing status for two years following the year his 
or her spouse died. This filing status entitles the tax filer to use joint return tax rates and the highest standard deduction 
amount (if he or she does not itemize deductions). It does not entitle the tax filer to file a joint return. The tax filer 
calculates the EITC using the formula for other unmarried tax filing statuses (head of household and single). The 
eligibility rules for this filing status can be found on page 10 of IRS Publication 501, available at http://www.irs.gov/ 
pub/irs-pdf/p50 1 .pdf. 

3 The 2013 version of this form can be found at http://www.irs.gov/pub/irs-pdf/fl040sei.pdf. 

4 For more information, see http://www.irs.gov/Individuals/Special-EITC-Rules. 

5 See Internal Revenue Code (IRC) §32(c)(l)(C) and http://www.irs. gov/Individuals/EITC,-Eamed-Income-Tax- 
(continued...) 
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